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California Economic Forecast

Forecast Summary

¢ The California labor market is in the process of recovering from
the Coronavirus Recession. A full recovery is expected by 2023.

In 2021, job growth will be constrained by a lack of residents
returning to the workforce. A record number of individuals dropped
out of the labor force during the recession, and the number of
jobs in the economy will be limited by the number of people who
are willing and able to work.

¢ On an annual average basis, only 223,500 jobs will be restored in
California during 2021, which is less than 20 percent of the jobs
lost during 2020.

¢ The recovery will accelerate in 2022, when approximately 754,500
jobs will be gained. Over the remainder of the 2021-2026 forecast
period, an average of 350,000 to 400,000 jobs will be generated
each year.

¢ The unemployment rate averaged 10.2 percent in 2020. It is
expected to average 7.5 percent in 2021 and 5.6 percent in 2022.

¢ The population is forecast to decline in 2021, then increase slowly
through 2026.

¢ Population growth will be fastest in the Central Valley and the
Sacramento Valley. The population will decline in some counties
of Northern California and the Sierra Region.

¢ Housing production will begin to accelerate. For the first time in
decades, California will build enough homes to keep pace with
population growth.
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¢ Home prices are expected to increase by 23 percent 2021, which is
faster than almost any year on record. After such a rapid increase,
housing affordability in California will become strained, limiting
additional price gains in 2022 and 2023.

Construction Employment

e In 2021, the construction sector is expected to regain almost all
of the jobs lost during the Coronavirus Recession.

e Over the remainder of the forecast period, construction
employment will expand briskly as California builds a large number
of new homes.

e Demand for construction workers will be most prominent in
the major population hubs of Los Angeles County and the San

Francisco Bay Area.
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Manufacturing Employment

¢ The recovery in manufacturing jobs will be delayed.

¢ The manufacturing sector - along with other industries that require
onsite work - has been hit particularly hard by the recruitment and
retention issues of the California workforce. A prominent number
of manufacturing workers have yet to return to the workforce,
and a similarly large share has retired with no plans to come back.

o It is expected that a recovery will become more apparent in
2022, but pre-pandemic employment levels may not be reached
for several years.

Transportation and Warehousing Employment

¢ Transportation and warehousing was the only industry to add
jobs in 2020, and it will be the fastest growing industry in 2021.

¢ As traditional brick-and-mortar retail is supplanted by online
shopping, retail jobs will be replaced by warehousing and delivery
workers.

¢ Large corporations will build massive logistics centers throughout
inland California, particularly near major transportation arteries
like Interstate 5.

¢ At the same time, smaller warehouses will be established in big
population centers, facilitating services like same-day delivery of
consumer goods.
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Retail Trade Employment

A partial rebound is expected in 2021 in the retail industry, but
beginning in 2022, a sustained period of consolidation is expected.

¢ The “Retail Apocalypse” that began in 2018 is expected to persist
throughout the forecast period, with local shops losing business
to online stores.

* Employee headcounts will decline most acutely in furniture stores,
electronics stores, clothing stores, and sporting goods stores.

¢ Employment levels will expand in grocery stores, pharmacies
and drug stores, and big box general merchandise stores (such
as Walmart and Target), but these gains will not be sufficient to

offset losses in other subsectors.
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Financial Activities Employment

¢ The financial activities industry is primarily comprised of banks
and credit unions, real estate companies, and insurance firms.

¢ Some large metro areas, like San Francisco and Los Angeles, also
have prominent asset management sectors.

¢ The financial activities industry is forecast to expand convincingly
in 2022 and 2023.

¢ The most prominent growth is expected in real estate. As large
numbers of new homes are built, real estate firms will hire more
staff to sell, lease, manage, and secure financing for houses and
apartments across California.

e Growth will be slow at banks and credit unions. Because more
banking services will be conducted online, fewer workers will be
needed for in-person services at local branches.

Professional & Business Employment
jObS (miIIions) 2012 - 2026
34

32

3.0

28

26

24

22 " —
\201 2 2014 2016 2018 2020 2022 2024 2026

Professional and Business Services Employment

» The professional and business services industry has a diverse
array of subsectors, including accounting, law, business and
technical consulting, scientific research, marketing and advertising,
temporary staffing, building maintenance and security, and
corporate management.

¢ Staffing agencies and building maintenance/security companies
had significant losses during the 2020 recession, but will bounce
back quickly in 2021 and 2022 when office buildings become full
of workers again, restoring demand for services like security and
maintenance.

¢ Long term growth will be concentrated in technical consulting, IT

consulting, and scientific research, particularly in the large markets
of Los Angeles County, Orange County, San Diego County, the
Sacramento Area, and the San Francisco Bay Area.

¢ Qver the 2021-2026 period, employment in the professional and

business services industry will expand by more than 650,000 jobs,
which is more than any other sector.

San Francisco
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Information Employment

In California, the information sector is dominated by Internet and
data firms, software firms, and the movie and television production
industries (e.g. feature film production).

Most data/Internet, software, and movie/TV production jobs can
be found in Los Angeles County and the San Francisco Bay Area.

Outside of Los Angeles County and the San Francisco Bay Area, the
information industry is largely comprised of telecommunications,
local radio and TV broadcasting (e.g. local TV news), movie
theaters, and local newspapers.

The software, data, Internet, and movie/TV production industries
have expanded incredibly rapidly in recent years. This expansion
was paused in 2020, but growth is expected to be robust during
the 2021-2026 forecast period.

Telecommunications, local radio and TV broadcasting, newspaper
and book publishers, and movie theaters are all in long-term
patterns of stagnation. These subsectors will not generate a
meaningful number of jobs between 2021 and 2026.

Private Education and Healthcare Employment
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The private healthcare and education industries were characterized
by job losses that would have been large in most recessions, but
were fairly modest for the Coronavirus Recession.

Employment at doctors’ offices, dentist offices, and hospitals
contracted by small amounts. Jobs at private schools/colleges
and tutoring centers declined sharply.
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In 2022 and 2023, employee recruitment will be the biggest risk
to job growth.

Local hospitals and clinics have struggled to meet staffing needs
during the COVID-19 pandemic.

In particular, hospitals have reported challenges recruiting and
retaining enough nurses to meet mandated nurse-to-patient ratios.

In some instances, hospitals have hired temporary nurses from
other states, typically at much higher salaries.

Recruitment and retention issues are expected to be short lived,
but job creation will ultimately depend on the willingness and
ability of California residents to enter the healthcare workforce.

Leisure and Hospitality Employment

Leisure and hospitality firms were impacted by restricted business
conditions more than any other type of company in 2020.

On an annual average basis, 353,000 jobs were lost at restaurants
and bars, a decline of 24 percent.

More than 80,000 jobs were lost at hotels and motels (35
percent) and more than 95,000 jobs were lost at gyms, fitness
centers, performing arts centers, and professional sports teams
(42 percent).

Leisure and hospitality employment began to rebound sharply in
the second half of 2021, but a full recovery is not expected until
the second half of the 2021-2026 forecast period.
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« Total government employment is forecast to contract in 2021,
with a recovery beginning in 2022.

« Early in the pandemic, public schools and municipal agencies
offered early retirement benefits to a large number of workers,
leading to a rush of retirements.

« In the second half of 2021, when schools returned to in-person
instruction, it became challenging for schools to fill the positions
that had been vacated by retired individuals.

- Staffing issues are expected to persist for several years. A full
restoration of government jobs is not expected until 2023 or 2024.
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Population Growth

The California population is expected to grow slowly between
2021 and 2026.

¢ For most of the forecast period, the number of residents moving
out of California is expected to exceed the number of people
moving into the state.

¢ Qver the 2021-2026 forecast period, virtually all population growth
will be the result of new births.

¢ The population will expand at an annual average rate of 0.2
percent per year from 2021 to 2026. By 2026, California will have
approximately 40.2 million residents.
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2012 - 2026

Unemployment Rate e QOver the forecast period, there will be a number of factors that
ﬁwm \ will contribute to high inflation. The most prominent will be:
11
- Record levels of spending by consumers and government
agencies

- Fractures in the global supply chain that raise the cost of
production for many businesses

- Sharp increases in the cost of housing and energy

- Labor market recruitment challenges that force companies

5 .
to raise wages

4
m’—‘ﬁ e Combined, these factors will push inflation to its highest rates
&2012 014 016 2018 2020 2022 o W in 30 years. Ultimately, it will reduce the purchasing power of
households and negatively impact consumer confidence, limiting

the growth potential of the economy in 2022.

Unemployment and Inflation Rates ¢ However, inflation will begin to decelerate as supply chains and
the labor force are restored by the second half of the forecast

¢ The unemployment rate in California averaged 10.2 percent in period, eventually falling below 3 percent.

2020.
Home Prices and New Housing Production
¢ An unemployment rate below 5 percent signifies a fully employed
workforce in the state. « In 2020, the median home price in California was $659,200, an

] ] increase of 11 percent from the previous year.
¢ The unemployment rate is expected to average 7.5 percent in

2021 and 5.6 percent in 2022. « The median price is expected to increase by 23 percent in 2021 as
the number of homes on the market plummets and the number

¢ Inflation decelerated sharply in 2020, largely because energy of house hunters grows

prices declined when the demand for fuels plunged.

o Price appreciation should slow down in 2022, but the median price

« Inflation soared in 2021 and is expected to remain elevated for could surpass $1 million by 2026.

several years.
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o :;g::sszrts of the state, housing affordability has become a M@ New Homes Permitted \
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¢ In the San Francisco Bay Area, Orange County, Los Angeles County,
and the Central Coast, housing costs have become prohibitive for 150,000 =\~ —
many residents, which has contributed to a meaningful wave of 25 000 \ Single-Family Units
outmigration and has led to slower rates of population growth. ’ \
100,000
¢ Home prices are high because there has been a severe lack of \
homebuilding, and housing production has not kept pace with 75,000 L
population growth. 50,000 ~N ——
¢ From 2008 to 2020, an average of 81,600 new homes were started 25,000
per year in California. Over the same period, the population grew Multifamily Units forecast
by an average of 248,500 residents each year. \ 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024 2026

¢ Housing production is expected to average 129,100 units per year
from 2021 to 2026, while the population expands by only 63,700
per year. This should allow the state to make a small dent in the
housing affordability crisis.

Yosemite National Park
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Economic Indicators 2015-2020 History, 2021-2050 Forecast

Taxable Total Real Real RGEL
House- Net New Homes  Registered  Personal Retail Taxable Industrial per Capita Unemployment Farm Inflation
Population  holds Migration Permitted Vehicles Income Sales REIEH Production Income Rate  Production Rate
(millions)  (millions) (thousands) (thousands) (thousands)  (trillions) (billions) (billions) (billions) (dollars) (percent)  (billions) (percent)

$665 $64,976
$681 $65,872
$706 $66,472
$736 $66,912
$763 $67,883
$735 $72,365
$888 $73,386
$850 $70,184
$876 $71,374
$898 $72,324
$910 $73,507
$921 $74,694
$932 $76,053
$943 $77,358
$967 $78,245
$995 $79,109
$1,016 $79,893
$1,041 $80,652
$1,064 $81,654
$1,087 $82,667
$1,116 $83,751
$1,150 $84,743
$1,183 $85,765
$1,215 $86,899
$1,249 $88,045
$1,281 $89,214
$1,311 $90,299
$1,339 $91,441
$1,370 $92,642
$1,395 $93,670
$1,427 $94,567
$1,458 $95,441
$1,490 $96,275
$1,529 $97,042
$1,563 $98,004
$1,600 $99,080

Employment Sectors 2015-2020 History, 2021-2050 Forecast

Total Wage Manufac- Transportation ~ Wholesale & Financial Professional Health &
& Salary Farm  Construction turing & Utilities Retail Trade  Activities Services  Informati Education Leisure  Government
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Socioeconomic Indicators
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